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INDONESIA - Key Economic Indicators 





1985 1986 1987 19884 
Population (million midyear) 163 166 170 174 
GDP (billions of Rupiah, 1983 constant prices) 80,119 83,318 86,307 89,759 
GDP ($ million, constant prices) 48,764 56, 711 $2,530 53,590 
GDP per capita ($ at 1987 exchange rate) 354 349 410 435 
GDP per capita ($ at prevailing exchange rate) S22 433 393 435 
GDP (% growth in constant 1983 rupiah prices) 2.3 4.0 3.6 4.2 
Consumer Price Index (1977/78 = 100) 25222. 23523 299.8 320.5 
Growth in Consumer Prices P 4.6 9.2 8.9 6.9 
Money Supply (Rps. billion-Dec. 31) 10,104 11, 677 12,241 13,709 
Foreign Investment Approvals 
(non-oil) ($ million) © 1,207 826 1,460 3,769 
Official Int’l Reserves ($ million-Dec. 31) d 5,880 5; 411 6,911 6,546 
External Official Debt 23,887 30,101 35,200 36,000 
(Disbursed - $ million-Dec. 31) 
Debt Service ($ million) 4,037 4,400 5,243 N/A 
FY FY FY FY 
GOVERNMENT BUDGET (billions of Rupiahs) 85/86 86/87 87/88 88/89 
Actual Actual Actual Budget 
Routine Expenditures 11,352 135,559 17,481 20,066 
Development Expenditures 10,873 8,332 9,477 8,897 
Domestic Revenues 19,253 16,140 20,803 21,803 
Dev. Receipts (external loans and grants) 3,572 5, 152 6,158 7,160 
BALANCE OF PAYMENTS FY FY FY FY 
($ million) 85/86 86/87 87/88 88/89 
Actual Actual Actual Budget 
Overall Balance (change in off. reserves) 160 -469 1,500 N/A 
Current account -1,832 -4,051 -1,761 -1,712 
Exports, Merchandise (F.O.B.) 18,612 13,697 18,343 18,986 
Oil and LNG 12,437 6, 966 8,841 8,174 
Non-oil 6,175 iG, tak 9,502 10,812 
Imports, Merchandise (F.O.B.) 24,200. 13,451 12,952 23,271 
Oil and LNG sector imports 3,200 2,095 2,305 2,082 
Non-oil 11,000 9,356 10,597 11,189 
U.S.-Indonesian Trade ($ million) 1985 1986 1987 1988 
Indonesian Exports to the U.S.(C.I.F.) © 4,548 3,294 3,328 27328 
U.S. Share of Indonesian Exports (%) 24 37 19.8 19.9 N/A 
Indonesian Imports from the U.S.(F.O.B.) © 774 910 759 750 
U.S. Share of Indonesian Imports (%) 16.8 13.3 iZ.i N/A 


Sources: Bank Indonesia, Central Bureau of Statistics, Department of Finance, Investment 


Coordinating Board, U.S. Department of Commerce, International Monetary Fund and Embassy 
estimates. (5083L) 


--2 1988 data are embassy estimates, except CPI, money supply, investment, FX, debt 
--b for 1988 through October. 

--© for 1988 through September. 

--9 for 1988 through June. 








I. Summary* 


The pace of Indonesian economic liberalization (called deregulation 
here) has been brisk over the past few years and the waning months 
of 1988 have, so far, been marked by the introduction of major 
reforms in banking and import policies. The banking reforms may 
result in a major reshaping of the financial community over the 
coming years, with the state banks competing head to head with 
private commercial banks. On the import side, all regulations 
dealing with the importation of plastics have been eliminated, 

and many restrictions on imports of steel have been replaced with 
tariffs. Important deregulation measures in distribution and 
shipping were also introduced. 


Real GDP growth may reach 4 percent in 1988, based primarily on high 
growth in non-oil exports and investment. Inflation is down to 

6.9 percent. The current account deficit may overshoot. its 

$1.7 billion target, but higher-than-expected export revenues from 
LNG and non-oil exports will add to the trade account more than was 
originally envisioned. 


The Indonesian Government is committed to remaining current on its 
external obligations. It has tightened its fiscal policy 
considerably -- the development budget is less than half what it was 
5 years ago in nominal terms, and government salaries have been 
frozen for 4 years. 


For the past year the rupiah (rp) has floated downward against the 
dollar in what appears to be a carefully managed depreciation, 
which, along with lower inflations, helps to protect the competitive 
gains realized from the 1986 devaluation. While there have been 
periods during 1988 when confidence in the rupiah was lacking, the 
authorities moved effectively to support it. 


Unemployment and underemployment continue to be a matter of national 
concern. Over two million new jobs a year must be created just to 
keep up with the number of new job entrants on the work force. 
However, in order to achieve this job creation goal, many experts 
believe real economic growth of 5 percent or more per year will be 
needed during the next (1989-94) 5-year plan. 


II. Recent Developments 


According to the latest Indonesian Government estimates, real GDP 
grew 3.6 percent in 1987. Nominal GDP was Rps. 114.5 trillion 
($67 billion), and per capita GDP was $393. Indonesian per capita 
GDP has declined over the past few years, as measured in dollar 


*This report was prepared in December 1988. 








terms, as a result of the 1983 and 1986 devaluations. If the 
effects of devaluation are excluded, nominal per capita growth has 
been about 7 percent per year. 


The Indonesian Government does not provide official estimates of GDP 
growth during any current year. From what little official data are 
available, we estimate that real GDP may increase by 4 percent in 
1988. As was the case in 1987, growth in non-oil exports are again 
a major engine of growth. During the first 7 months (to July) 
non-oil exports increased 48 percent in nominal terms over the same 
period in 1987. The value of energy exports is about the same as 
last year’s levels. Investment approvals (the government does not 
release data on actual investments) are adding a new dimension to 
overall growth in 1988. They are up 52 percent for domestic 
projects and 318 percent for foreign investments for the first nine 
months of 1988 (over the same period in 1987). There are 
indications that government expenditures are increasing at about a 
9 percent annualized rate, about in line with budget predictions, 
although these data are subject to wide revision. 


The growth in consumer prices has slowed in 1988, an important step 
in protecting the competitive gains from the 1986 devaluation. This 
result has been obtained during a period that: was marked by rice 
price increases of up to 40 percent for some grades and dwindling 
rice stock levels. For the 12 months ending in October 1988, the 


growth in consumer prices was 6.9 percent, down from the 8.9 percent 
posted for all of 1987. 


Unemployment and underemployment continue to be a matter of national 
concern. While unemployment data may mask the real extent of the 
employment problem here, government ministers and knowledgeable 
observers alike agree that for the next 5-year plan (1989-94), 
creating over two million new jobs a year will be the government’s 
number one economic priority. Real GDP must grow by at least 

5 percent annually to absorb the new entrants to the labor force. 

If resources permit, the government has also promised to increase 


the salaries of public employees that, as of this writing, have been 
frozen for almost 4 years. 


During the 1970s, the Indonesian economy was marked by high oil 
revenues and an industrial policy aimed at protecting domestic 
industries. In response to lower energy earnings, the government, 
starting in 1983, but intensifying its efforts since 1986, embarked 
upon an ambitious program of eliminating regulatory obstacles to 
economic activity. For the most part, these steps have been 
directed at the external and financial sectors and are designed to 


stimulate the growth in non-oil exports and strip away import 
substitution barriers. 








Major past deregulation steps included: 


-- 1985: simplified personal and corporate tax laws, the 
introduction of a valued added tax (VAT), and an overhaul of customs 
procedures; 


-- 1986: changes in trade regulations designed to allow exporters 
more easily to import raw materials or receive rebates on duties; 
more industries opened to foreign investors; and 


-- 1987: licensing procedures simplified; the number of import 


monopolies cut; stock exchange rules were simplified and opened to 
foreigners. 


After the new cabinet was formed in March 1988, several important 
deregulation measures were undertaken. The abolition of SEKNEG’s 
role and the bureaucracy attached to it that approved large 
government purchases, and the elimination of the 25-year scrapping 
rule on ships serving Indonesian waters, were of major importance. 
In late 1988 the most ambitious deregulation steps yet undertaken 
were announced in two major areas: banking reform and more 
reductions in import monopolies. At the time of this writing (early 
December 1988), two more deregulation packages, one involving 
investment, the second state corporations, are soon expected to be 
announced. The maintenance of the deregulation program is essential 
to the creation of an environment where private sector industries 
can be the cutting edge of the engine of growth, helping to achieve 
annual real GDP growth rates of 5 percent and more. 


Indonesian ministers announced a new deregulation package on October 
27, 1988, which should significantly increase competition throughout 
the Indonesian banking community. The new measures ease entry into 
and expansion of the banking system for both foreign and domestic 
banks. Foreign banks already present in Indonesia will be permitted 
to open additional branches in Jakarta and six selected cities, as 
long as export credits account for at least half of all loan 
activity of the branch. Joint venture banks, with a minimum capital 
of Rps. 50 billion ($29 million), of which at least 15 percent is 
provided by the Indonesian partner(s), will be permitted to be 
domiciled in Jakarta or one of six selected cities and must also 
meet the aforementioned requirement on export credits. 


The new regulations activate a previously deferred 15 percent tax on 
bank time deposits and certificates of deposit, thus reducing the 
variance in tax treatment among financial instruments. This action 
"levels the playing field" between bank interest income and 
dividends on stocks and bonds and is considered by many observers as 











a necessary regulatory change to open up the longer term capital 
markets. To offset the potential impact on the banks of the 
withholding tax, Bank Indonesia has reduced the banks’ reserve 
requirement from 15 to 2 percent, although banks must keep 

80 percent of their "excess reserves" in Bank Indonesia certificates 
of deposits. State-owned corporations which previously could only 
deposit funds in state banks can now deposit up to 50 percent of 
total funds with private banks, both foreign and domestic. 


Legal lending limits vis-a-vis individual borrowers and company 
groups are also imposed for the first time, ending the near 100 
percent lending relationship between some private banks and their 
preferred customers. Bank Indonesia will lengthen the time limit 
for which currency swaps are available from the present 6 months to 
3 years. The swap premium charged by the central bank will vary and 
be the difference between LIBOR and the average domestic deposit 
rate. 


On November 21, 1988, the Indonesian Government announced a 
deregulation package removing import restrictions, expanding and 
simplifying domestic marketing arrangements and revising shipping 
regulations. 


Import restrictions on plastics were removed completely. Some 
tariffs on plastics which are produced locally have been introduced, 
but by and large no tariffs or other restraints now exist on plastic 
imports to Indonesia. Following up on the December 1987 package, 
the new measures removed additional non-tariff barriers (NTB’s) on 
iron and steel products, replacing them with tariffs which 
frequently amount to 50-60 percent. Economic Coordinating Minister 
Prawiro said NTB’s have now been removed on 83 percent in value 
terms of 1987 iron and steel imports. Looking at the package as a 
whole, Prawiro added the new package eliminated NTB’s on over 

300 tariff classifications, including some agricultural products 
such as processed fruits and juices. In the distribution of goods, 
the Indonesian Government will further expand opportunities for 
foreign joint ventures, permitting them to set up new companies to 
wholesale their products produced in Indonesia. 


The November package reopens the shipping sector, which had been 
closed to both foreign and domestic new investment since 1976. In 
an effort to improve efficiency, the government has streamlined 
licensing requirements and will allow private shipping companies to 
determine their own domestic routes, based on market demand. 
Companies may also lease foreign ships if domestic ships are not 
available. 





Although final analyses of these changes will only be possible after 
local institutions have operated under them for some time, the new 
measures appear far reaching. There are few caveats or exceptions 
specified. For banking the new regulations could lead to sweeping 
changes in the Indonesian banking system, which, in turn, should 
provide for a more competitive banking environment, and impact 
favorably on the capital markets. Stripping away import 
restrictions on plastics and moving from NTB’s to tariffs on steel 
products should help convince domestic and foreign investors that 
the government is committed to using deregulation as the principal 
path to revitalize the private sector in this economy. 


III. Sectoral Analysis 


Energy: Official government statistics indicate crude oil 
production was off slightly in 1987 due to OPEC quota restraints. 
Exports averaged 800,000 barrels per day, down 11 percent from the 
previous year. Thus far in 1988, crude production, including 
nonquota condensate, remained flat, averaging 1.33 million barrels 
per day through the first 10 months while export volumes continued 
0. Baki. 


Gas production and LNG exports are increasingly important to 
Indonesia. A 14 percent growth in LNG export volumes boosted total 
oil and gas export earnings to $4.43 billion for the first half of 
1988, up 5 percent from the same period in 1987 despite falling oil 
prices. Oil prices averaged over $17 per barrel in 1987. First 
6-month 1988 prices averaged only slightly above $16 and fell to 
nearly $12 by November and December. Thus, oil and gas export 
earnings and government revenues are expected to be off for the 
year, although at this point it is difficult to judge by how much. 


Mining: Mineral exports of $693 million in 1987 accounted for only 
4 percent of total exports. This reflects a continued decline in 
mineral export earnings of nearly 4 percent from 1986 levels and 
14 percent below the historic high of $809 million achieved in 
1985. Depressed tin earnings since the 1985 price collapse have 
been partly offset by stronger performances in copper and nickel. 
The importance of the non-oil minerals industry is not entirely 
reflected in export figures. Often operating in remote regions, 
mines provide a major source of employment, and in many cases the 
only roads, electricity, schools and health care facilities 
available in the area. Nonmetallic minerals such as limestone, 
cement, and clay provide the building materials for the nation’s 
development. 








The minerals sector is expected to do better in 1988, with both 
improved world prices and increased production levels for tin, 
copper and nickel. Over 100 contracts of work for gold exploration 
signed by foreign contractors since 1985 bode well for increased 
gold and silver production by the end of the decade. Coal 
production which has grown from 400,000 tons in 1981 to nearly 

3 million tons by 1987 is expected to develop to over 9 million tons 
by 1990 with 3 million tons available for export. While proven coal 
reserves are estimated at about 2 billion tons, total resources may 
approach 25 billion, which would translate into coal being a greater 
potential energy resource than oil and gas in terms of calorific 
value. 


Manufacturing: he big success story of the past 6 months has been 
the continuation of large increases in manufacturing exports. For 
the period January to July 1988, the volume of manufactured exports 
is up 32 percent, while the vaiue of such exports has increased 

56 percent. Every major category of exports in this class, except 
rattan, has contributed to the growth. In both absolute and 
relative terms, textiles (up 50 percent), electrical equipment (up 
49 percent), food products (up 46 percent) and wood products (up 

37 percent) made the greatest contribution to this surge in non-oil 
exports. 


Agriculture: The second half of 1988 has seen continued recovery in 
the food crop sector from the drought of 1987. Favorable weather 
has provided for a record rice crop, and larger than year earlier 
crops of corn and soybeans. The current production outlook in 1989 
is for another slight increase in food crop production. Demand for 
feedgrains has declined in 1988, due to rationalization in the 
poultry industry. Rising costs of producers could not be absorbed 
by the low incomes of the Indonesian consumer, resulting in the 
closure of a significant portion of production capacity. 


Agricultural exports continued to expand, led by forest products 
(plywood), rubber, fisheries (shrimp), and palm and coconut 
products. Indonesian agricultural imports were led by wheat, palm 
oil, soybeans, and cotton. The United States captured significant 
shares of the cotton and soybean market in 1988 and is likely to 
remain the largest cotton supplier in 1989. U.S. agricultural 
exports to Indonesia in 1988 are likely to rise to well over $200 
million, while U.S. imports of Indonesian agricultural commodities 
are estimated at about $800 million. 


The November 21 deregulation package also contained important 
measures for agricultural trade. Certain high value food products, 
such as nuts and orange juice, are now allowed to be imported 
without restriction (but are subject to tariff). The same is true 








for some agricultural commodities such as green coffee, tropical 
vegetable oils, certain tropical hardwood logs, tobacco products, 
and hides. 


Labor: Indonesia’s total work force is estimated at 72.6 million 
persons. According to government sources, approximately 7.1 million 
are underemployed and about 1.5 million persons are unemployed. 
Underemployment is thought to be more wide spread in the informal 
and agricultural sectors. Taken together these sectors account for 
about 75 percent of Indonesia’s labor force. Of those employed in 
the formal sector, about 35 percent are considered to be 
underemployed. 


Educational levels of the work force consists of elementary school 
graduates (77 percent), junior high graduates (9.7 percent), high 
school graduates (10.4 percent), and university graduates 

(0.5 percent). More than 2.4 million new job entrants. are expected 
to enter the job market each year over the next 5 years. The number 
of job seekers between the ages of 15 and 34 is expected to increase 
sharply. 


One of the greatest challenges facing the Indonesian Government is 
the need to provide employment and upgrading skills. Indonesia will 
also continue to rely heavily on export of labor, transmigration and 
the traditional outlet for unsuccessful job seekers -- the 
agricultural and informal sectors -- to absorb excess labor. Most 
recently the tourist industry has been identified as a major growth 
area with the potential for generating foreign exchange earnings and 
for providing new avenues for absorbing the increasing labor force 
of the country. 


Money and Finance: The growth in money supply continues to be 
moderate this year, with money supply growing at about a 12 percent 
annualized rate for the first half of 1988 over 1987. There was 
some intense activity in the foreign exchange market as nervousness 
over a number of issues caused volumes to increase sharply from late 
September to mid-October. However, the financial deregulation 
package, coupled with a general realization that a devaluation was 
unlikely, helped to renew confidence in the foreign exchange 

market. For the time being the market now seems to accept 
authorities will permit the rupiah to drift downward gradually 
against the U.S. dollar, but the rupiah will not be subject to sharp 
devaluations. For those with central bank approval, forward 
coverage is available. 


However, the October package did cause some concern in money 
markets. For a short period in early November, overnight rates 
reached as high as 32 percent. The fears of a liquidity crunch soon 
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proved to be unfounded. Confidence returned to the money markets 
and overnight rates are now (early December 1988) 14-15 percent, a 
level which is as low as overnight rates have reached in recent 
years. 


Iv. Balance of Payments 


The Indonesian Government’s latest estimate (September 1988) of the 
FY 1987/88 current account deficit is $1.7 billion, down slightly 
from earlier estimates. The government does not publish 
balance-of-payments estimates during the current financial year; 
therefore, there is no basis on which to evaluate whether or not the 
balance of payments in FY 1988/89 will hit or miss its targets. The 
January 1988 projection was for the FY 1988/89 current account 
deficit to be almost the same as the previous year -- $1.712 
billion. Given that the government based its January 1988 
projection on an average oil price of $16 per barrel, it seems 
reasonable to assume that oil earnings will be lower than 
anticipated. 


Exports: Official data are only for the calendar year to July 1988 
and do not reflect a substantial drop in oil export earnings during 
the second half. Export earnings for the first 7 months are running 
Slightly ahead of the same period in 1987 (up 3 percent). With oil 
prices currently running $12-$14 per barrel, a drop in oil export 
earnings for the year as a whole seems likely. 


On the positive side, non-oil exports have been booming again this 
year. For the first 7 months, they have increased 47 percent over 
the same period in 1987. This rate of increase is greater than the 
government anticipated in its January budget presentation. At that 
time they were projected to grow by about 15 percent, down from the 
30 percent rate recorded in 1987. This good news on non-oil exports 
may help to offset the likely poor outturn for oil export earnings. 


Imports: Imports are up about 5 percent for the first 7 months of 
1988 over a similar period last year. Non-oil imports are running 
slightly above this rate -- up 7.4 percent. 


Official Reserves: Official foreign exchange reserves were, on 
average, about 20 percent higher during the first 6 months of 1988 
than for the same period in 1987. This current level of foreign 
exchange reserves -- $5.2 billion, as of June 1988, the latest data 
available -- represents about 5 months’ worth of imports. Total 
official reserves are $6.5 billion, and government spokesmen will 
often quote total reserves, which include the deposits of the 
banking system, at over $10 billion. 
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External Debt: As of the end of March, Indonesia’s official 
external debt stood at $36 billion. Total medium- and long-term 
debt was about $45 billion when liabilities of the private sector 
are added. The Indonesian Government is current on its external 
interest and principal payments. Private sector external debt 
service remains current except when, in a few instances, the 
borrower is in financial difficulty. 


V. Implications for the United States 


Recent developments in trade patterns and investment laws could 
offer U.S. exporters and investors interesting opportunities in 
Indonesia. On the trade side, U.S. exports are up over 40 percent 
in the calendar year to September 1988. The largest growth has been 
in cooling equipment (up 850 percent), oilseeds (up 800 percent), 
gasoline and diesel engines (up 480 percent), pumps and compressors 
(up 340 percent), yarns and threads (up 290 percent), office 
machines (up 97 percent), electrical equipment (up 63 percent), and 
calibration equipment (up 60 percent). 


The drive to increase Indonesian non-oil exports is intensifying, 
and the demand for foreign inputs needed to manufacture the exported 
items will grow in conjunction with this drive. Evidence of the 
recent past suggests a strong correlation between the two. In 
absolute terms the single largest increase in U.S. exports has been 
in gasoline and diesel engines, up $47 million for the 9 months 
ending in September 1988. Much of the growth in U.S. exports has 
been in products which either are needed to produce Indonesian 
exports (e.g., machinery) or which themselves form an integral part 
of the export (e.g., cotton and thread). 


There has been a substantial easing of investment rules and 
regulations in the past few years, and yet another investment 
deregulation package is expected before the end of 1988. Given the 
changes in investment laws already undertaken, U.S. firms which a 
few years ago decided not to locate in Indonesia may find a welcome 
change of the economic climate. While the current investment 
climate is not yet as open as some other Asian nations, the 
direction and speed with which the Indonesian Government is 
liberalizing suggest the investment climate will become more 
attractive as Indonesia enters the last decade of the 20th century. 


Progress has been made recently in the intellectual property area. 
The Indonesian Government has revised its copyright law and the U.S. 
Government expects to sign a bilateral copyright agreement soon. 
Indonesia’s first patent law is almost ready for submission to its 
parliament, and a review of the 1961 trademark law is under way. 

All of these steps will make it easier for American firms to enter 
the Indonesian market without fear of losing proprietary information. 
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